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SUBJECT: POSSIBLE CHANGE IN FRENCH TAX CODE 
REF: PARIS 30975 

1 . TREASURY SUGGESTS INITIAL NEGOTIATION BE HELD AT 
PARIS ON EITHER NOVEMBER 18-19 OR NOVEMBER 29-30, SINCE 
TREASURY REPRESENTATIVES WILL BE ATTENDING OECD FISCAL 
WORKING GROUP MEETING DURING WEEK OF NOVEMBER 22. PLEASE 
ADVISE. 

2. WITH REGARD TO POSSIBLE FRENCH REPEAL OF ARTICLE 164, 
PARAGRAPH 3 OF REFTEL REPORTS PONCELET AS INDICATING THAT 
IF REPEAL IS ENACTED NOW ITS ENTRY INTO FORCE COULD NOT BE 
SUSPENDED. DOES THIS MEAN THAT FRANCE COULD NOT ENACT 
THE REPEAL NOW WITH AN EFFECTIVE DATE TO COVER INCOME 
RECEIVED BEGINNING JANUARY 1978? IF FRANCE WOULD REPEAL 
NOW, BUT DELAY THE EFFECTIVE DATE TO APPLY TO INCOME IN 
THE TAXABLE YEAR BEGINNING JANUARY 1978, PRESENT ENACT- 
MENT MIGHT BE ACCEPTABLE AND COULD PROVIDE THE IMPETUS 
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TO RESOLVE ALL THREE OUTSTANDING ISSUES WITHIN A DEFINITE 
TIME FRAME. 

3. PONCELET REASONING THAT AN EFFECTIVE DATE COVERING 
INCOME RECEIVED BEGINNING IANUARY 1977 SHOULD BE ACCEPTABLE 
BECAUSE AMERICANS NEED NOT PAY FRENCH TAX ON 1977 INCOME 
UNTIL 1978 IS NOT PERSUASIVE. AMERICANS SUBIECT TO 
POTENTIAL DOUBLE TAXATION CANNOT PLAN THEIR INVESTMENTS 
OR STOCK OPTIONS, AND MUST ALSO KEEP A RESERVE FOR 
POTENTIAL DOUBLE TAX LIABILITY. MOREOVER, THEY WOULD 
NOT KNOW WHETHER THEY SHOULD LEAVE FRANCE BECAUSE OF THE 
POSSIBILITY OF AN UNSATISFACTORY OUTCOME OF THE NEGOTIA- 
TIONS. AS AN EXAMPLE, AMERICANS WITH SUBSTANTIAL INCOME 
FROM MUNICIPAL BONDS MIGHT BE FACED WITH THE CHOICE OF 
MOVING OUT OF FRANCE OR DISPOSING OF THEIR BONDS, EVEN IF 
FRANCE WOULD ALLOW CREDIT FOR US TAX ON THEIR INCOME 
FROM SUCH BONDS, BECAUSE US DOES NOT TAX SUCH INCOME. 
ACCORDINGLY. WE SUGGEST THAT A STRONG PITCH BE MADE FOR 
DELAYING THE EFFECTIVE DATE OF ANY REPEAL OF ARTICLE 164 
TO APPLY TO INCOME RECEIVED AFTER IANUARY 1, 1978, 

ESPECIALLY IN VIEW OF THE SHORT NOTICE THE FRENCH HAVE 
GIVEN REGARDING THE PROPOSED REPEAL. KISSINGER 
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